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AND  THE 


Income  Tax 


The  traders  of  the  country  have  for  some  time 
back  been  engaged  in  an  agitation  with  the 
object  of  inducing  Parliament  to  enact  a law 
so  as  to  make  co-operative  societies  directly  chargeable 
with  income  tax  in  regard  to  the  “ profits  ” said  to  be 
derived  from  their  trading  operations. 

Seeing  that  Schedule  D of  the  Income  Tax  Act 
provides  for  the  taxation  of  profits  derived  from  trade 
in  respect  to  the  income  of  individuals  who  are  in 
receipt  of  ;^i6o  and  upwards  per  year,  it  w’ould,  at  first 
sight,  appear  a fair  proposition  that  co-operative  trading 
profits  should  be  so  taxed ; but  an  inquiry  into  the 
constitution  and  methods  of  the  co-operative  societies 
will  tend  to  throw  a different  light  on  the  subject.  In 
the  first  place,  the  incidence  of  the  income  tax  is  that 
the  charge,  whatever  it  may  be,  must  eventually  fall 
on  the  individual  in  receipt  of  the  income,  whether  such 
income  be  the  result  of  individual  effort  or  of  company 
or  society  trading. 

As  is  well  known,  no  individual  is  chargeable  whose 
total  income  from  all  sources  is  less  than  £1^0  per  year, 
and  all  individual  members  of  co-operative  societies 
whose  incomes  reach  tha'  amount  are  bound  to  include 
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in  their  income  tax  returns  the  income  they  receive 
from  investments  which  they  have  in  their  respective 
societies,  and  in  this  respect  no  exemption  is  claimed 
by  co-operators. 

Companies  and  corporations  are  assessed  to  income 
tax  on  their  profits,  and  they  in  turn  deduct  from  the 
interest  paid  to  their  investors  a proportionate  amount 
of  the  tax.  These  investors,  if  their  individual  income 
does  not  amount  to  ;^i6o  per  annum,  claim  and  obtain 
from  the  Inland  Revenue  repayment  of  the  income  tax 
so  deducted.  In  the  case  of  co-operative  societies  it 
has  been  found  more  economical  and  convenient  to 
assess  the  individuals  direct,  because  it  is  well  known 
that  the  bulk  of  the  membership  of  co-operative  societies, 
at  least  95  per  cent,  consists  of  persons  who  are  not 
in  receipt  of  taxable  incomes ; the  5 per  cent  who  are 
in  receipt  of  such  incomes  are  bound  to  account  for  the 
income  they  receive  from  their  co-operative  investments. 

1 

According  to  the  provisions  of  the  Industrial  and  ’ 
Provident  Societies  Act,  1893,  section  24,  a co-operative 
society  is  exempt  from  charge  to  income  tax,  under 
Schedules  C and  D,  so  long  as  the  number  of  its  shares 
is  not  limited  either  by  its  rules  or  its  practice,  i.e.,  so 
long  as  the  society  is  open  to  admit  as  members  all 
persons  who  trade  with  it  so  that  they  may  join  in  the 
proportionate  return  of  any  surplus  made  by  the  society 
in  its  trade,  then  the  society  is  not  to  be  charged  with 
income  tax.  On  the  other  hand,  if  the  society  closes 
the  door  of  its  membership  against  its  customers,  and 
refuses  to  allow  them  the  proportionate  return  of  surplus 
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on  their  trading,  then  the  whole  of  the  society’s  surplus 
becomes  subject  to  income  tax. 


In  order  to  understand  this,  it  is  necessary  to  explain 
the  constitution  and  methods  of  business  of  a co- 
operative society. 


The  first  question  which  arises  is — What  is  there 
derived  from  a co-operative  society  which  constitutes 
an  “ income  -There  is,  in  the  first  place,  the  interest 
or  dividend  received  or  credited  on  the  share  capital 
invested  by  the  members.  Next  there  is  the  interest 
on  any  money  invested  as  loan.  In  addition  to  this 
there  is  the  profit  which  may  be  made  by  a society  on 
its  trade  with  persons  who  are  not  members ; this, 
however,  is  so  infinitesimal  as  to  be  impossible  to 
trace.  There  is  only  one  society  that  we  know  of 
which  does  any  considerable  trade  with  non-members — 
in  all  others  it  would  be  safe  to  say  that  such  trade  does 
not  amount  to  2 per  cent  of  the  whole. 


The  system  of  co-operative  trading  is  altogether 
different  to  company  trading.  In  the  case  of  a company 
or  an  individual,  the  trading  is  carried  on  for  the  benefit 
of  the  persons  investing  money  in  the  business.  In  the 
case  of  a co-operative  society  trading  with  its  members, 
the  object  is  to  economise  and  to  save. 


A co-operative  society  requires  capital  to  carry  on 
its  business,  and  for  that  purpose  receives  money  from 
its  members  in  such  amounts  as  they  think  fit  to  invest, 
whether  large  or  small,  and  pays  a fixed  interest  on  such 
investments.  The  rate  of  interest  does  not  depend  on 
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the  largeness  of  the  profits,  but  is  fixed  by  an  agreement 
in  the  rules  of  the  society.  This  interest  or  dividend  on 
investments  is  certainly  an  income,  and  should  be 
accounted  for  as  such  by  the  individuals  concerned. 

We  have  said  that  the  effect  of  co-operative  trading 
is  to  economise  and  to  save.  A tradesman  carrying 
on  business  can  supply  himself  and  his  family  with  the 
articles  in  which  he  deals  at  wholesaU  price,  plus  cost 
of  handling  the  goods.  Is  this  difference  between  actual 
cost  and  the  retail  price  to  be  reckoned  to  the  trader  as 
an  income  or  as  a saving  ? A number  of  persons  joining 
together  for  the  purpose  of  carrying  on  any  business  for 
supplying  themselves  can  do  the  same ; and  this  is  just 
what  a co-operative  society  does.  It  says  to  its  mem- 
bers, join  with  your  fellow  members  in  supplying  your- 
selves with  the  necessaries  of  life,  and  you  shall  have 
your  goods  at  the  actual  cost  price,  after  all  expenses 
of  working  the  business  have  been  paid.  It  is  impos- 
sible, however,  to  say  at  the  time  of  supplying  the  goods 
what  the  actual  net  cost  will  be;  therefore,  the  expedient 
is  adopted  of  selling  at  the  usual  retail  price  of  the 
district,  until  such  time  as  the  actual  cost  can  be  ascer- 
tained. This  can  only  be  done  periodically,  say  quarterly 
or  half-yearly,  when  the  accounts  are  made  up  and  the 
expenses  ascertained,  then  the  balance  left  after  paying 
all  interest,  rents,  wages,  and  other  working  expenses, 
is  divided  amongst  the  members  in  proportion  to  their 
purchases,  being  a proportionate  return  to  them  of  the 
difference  between  the  retail  price  which  they  paid  in 
the  first  instance  and  the  actual  cost  price  at  which 
they  were  entitled  to  have  the  goods. 
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This  rebate,  or  discount,  is  in  no  sense  an  “ income,” 
because  it  is  simply  a repayment  of  something  previously 
paid  to  the  society  by  the  member.  If  the  wife  of  a 
working  man  has  to  spend  on  household  necessaries, 
and  she  goes  to  either  a co-operative  society  or  a private 
trader,  she  gets  £i  worth  of  goods.  In  the  case  of  the 
co-operative  society  she  may  at  the  end  of  the  quarter, 
as  her  share,  get  perhaps  two  shillings  as  the  difference 
between  the  retail  price  and  cost  price ; in  the  case 
of  the  private  trader  she  gets  nothing;  but  how  can 
the  2s.  be  called  income  when  it  is  the  same  wage 
spent  in  each  case?  It  is  simply  a case  of  economic 
purchasing  and  saving.  The  member  of  the  co-opera- 
tive society  knows  that  he  will  get  this  rebate  or 
discount  just  as  surely  as  the  retail  trader  knows 
that  he  will  get  his  discount  from  the  wholesale 
merchant ; yet  one  never  hears  of  a retail  trader 
reckoning  his  discount  as  an  addition  to  his  income. 
He  generally  reckons  it  as  a reduction  in  the  cost  of 
his  goods.  When  a retail  trader  buys  goods,  he  buys 
subject  to  a discount  when  the  account  is  settled, 
so  the  co-operative  trader  buys  subject  to  a discount 
(so  called  “ dividend  ”)  when  the  accounts  of  the  society 
are  settled.  The  fact  of  the  return  which  is  made  to 
the  co-operative  member  being  called  “ dividend  ’’  has 
confused  the  issue.  “ Dividend  ” is  understood  to  be 
something  received  as  the  result  of  an  investment.  It 
is  a mistake  to  apply  the  term  to  the  money  which  a A 
co-operative  society  returns  to  its  members  as 
a rebate  on  trade  done.  A co-operative  society  makes  no 
profit.  It  pays  its  liabilities  to  its  shareholders  and 
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creditors,  and  then  returns  the  surplus  to  its  members 
in  their  capacity  as  traders,  and  not  as  shareholders.  The 
accumulated  funds  by  which  a co-operative  society 
is  enabled  to  erect  its  buildings  and  extend  its  business 
are  provided  by'^  the  shareholders  as  shares  or  loans,  on 
which  they  receive  interest,  and  on  which  they  pay 
income  tax  where  they  are  individually  liable. 

As  showing  the  correctness  of  our  view  in  regard  to 
the  method  adopted  by  co-operative  societies  in  dividing 
the  surplus  arising  out  of  their  business  transactions, 
we  may  here  quote  a decision  given  in  the  case  of  an 
appeal  before  the  House  of  Lords,  which  applies  to  a 
company,  but  which  is  stiD  more  applicable  to  the  case 
of  a co-operative  society. 

The  case  referred  to  is  that  of  the  New  York  Life 
Insurance  Company  v.  Styles,  a full  report  of  which 
appears  in  L.R.  14  Appeal  Cases,  381.  In  this  case  the 
only  members  of  the  company  were  the  holders  of 
participating  policies,  amongst  whom  was  divided 
annually,  in  proportion  to  their  premium  payments,  the 
surplus  of  such  premiums  over  the  expenditure  of  the 
company.  It  was  argued  that  the  premiums  paid  to 
the  New  York  Life  Insurance  Company  were  con- 
tributed by  the  members  of  the  company  as  an 
estimated  amount  required  to  cover  the  risks  for  the 
year  and  the  necessary  expenses,  and  that  any  surplus 
or  balance  remaining  over  and  above  the  sum  that  may  actually 
he  required  for  such  purposes  is  not  profit  or  gain  liable  to 
assessment,  but  is  in  fact  an  excess  of  contribution  over  expendi- 
ture. The  House  of  Lords  adopted  this  view,  and  held 
“ that  no  part  of  the  premium  income  received  under 


L 


participating  policies  was  liable  to  be  assessed  to  income 
tax  as  profits  or  gains  under  Schedule  D,  and  that 
Last  V.  London  Assurance  Corporation  (a  case  relied 
upon  by  the  other  side)  was  distinguishable,  the  income 
in  that  case  being  derived  from  transactions  with 
persons  not  members,  and  not,  as  in  the  present  case, 
from  mutual  insurances  between  members  only.” 

Acting  on  this  important  decision,  the  Board  of 
Inland  Revenue,  in  June,  igoi,  expressed  its  opinion 
as  follows : — 

“ In  the  case  of  a co-operative  society,  in  the  strict  sense  of 
the  term,  which  sells  goods  only  to  its  own  members,  and 
returns  any  surplus  of  receipts  over  expenditure  to  the  members 
in  proportion  to  their  respective  purchases,  the  Board  consider 
that  it  would  be  inconsistent  with  the  decision  of  the  House  of 
Lords,  in  the  case  of  the  New  York  Life  Insurance  Company 
V.  Styles,  to  hold  that  the  proportion  of  purchase  money  so 

returned  constitutes  a ‘ profit ' chargeable  with  income  tax  ; but 
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any  sums  paid  by  way  of  interest  or  dividend  on  share  capital 
woidd  be  chargeable,  and,  in  the  case  of  a society  which  deals 
with  non-members,  any  portion  of  a dividend  attributable  to  the 
profit  derived  from  the  sale  of  goods  to  persons  who  are  not 
members  would  also  be  chargeable.” 

Having  failed  in  making  out  a case  of  liability  on  the 
part  of  co-operative  societies  to  pay'  income  tax  on  the 
difference  between  retail  and  actual  cost  price,  the 
traders  are  now  asking  for  new  laws  to  be  made 
imposing  on  co-operative  societies  a liability  which  they 
dare  not  suggest  should  be  imposed  on  any  company 
or  other  body  corporate.  They  ask  that  co-operative 
societies  should  be  taxed  on  the  amount  of  their  trade,  and 
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not  on  profits;  and  that  the  individual  members  of  co- 
operative societies  should  have  no  claim  to  repayment  of 
their  share  of  the  tax  no  matter  how  small  their  incomes 
may  be.  At  present  every  shareholder  of  a company 
and  every  investor  in  Corporation  securities  can  claim 
repayment  of  his  proportion  of  the  income  tax  charged 
to  the  company  or  Corporation  if  his  income  is  less 
than  ;^i6o.  We  think  we  can  trust  to  the  sense  of 
justice  in  the  British  Legislature  to  prevent  such  an 
injustice  being  perpetrated  as  to  make  a law  specially 
designed  to  bear  so  hardly  on  working-men’s  co-opera- 
tive societies.  If  it  be  true  that  co-operative  trading 
to  a certain  extent  does  away  with  trading  profits^  that  is  no 
reason  why  the  law  should  be  strained  or  altered  to  hit 
those  who  have  brought  about  a new  system  of  trading. 
If  the  income  tax  from  trading  profits  is  insufficient  to 
meet  the  demands  of  revenue,  then  let  some  other  tax 
be  devised  ; but  let  it  bear  evenly  on  all  classes  of  the 
community,  and  not  be  specially  devised  to  strike  at 
co-operatois. 

J.  C.  GRAY. 
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